
November 7, 2002 
 

VIA ELECTRONIC FILING 

Ms. Marlene Dortch, Secretary 
Federal Communications Commission 
445 12th Street, N.W. 
Washington, D.C.  20554 
 

Re: Ex Parte Presentation in CC Docket No. 01-338; CC Docket 
No. 96-98; and CC Docket No. 98-147 

 
Dear Ms. Dortch: 
 
 On behalf of the Competitive Telecommunications Association (“CompTel”), I write to 
respond to recent ex parte submissions by the Regional Bell Operating Companies (“RBOCs”)1 
in the aforementioned dockets, which argue that current state and federal regulations are 
impairing their ability to invest in upgrades to their networks that will deliver broadband to 
consumers.  More specifically, the RBOCs continue to argue that any requirements to provide 
facilities as unbundled network elements (“UNEs”)  priced at TELRIC-based rates eliminate any 
and all incentive to upgrade their network infrastructure.  These arguments, which attempt to 
extort relaxed regulation in return for the promise of broadband deployment, are misleading and 
unsubstantiated.   
 

In reality, the RBOCs have a long track record of breaking promises to deploy broadband 
infrastructure in return for regulatory concessions.  Two of the most egregious examples are 
described in this letter and the attached orders from the Indiana Utility Regulatory Commission 
and the Pennsylvania Public Utility Commission.  Indeed, it is important to realize that the 
RBOCs  reneged on promises to deploy broadband facilities long before the Federal 
Communications Commission (“FCC”) implemented rules that enabled competitors to use the 
incumbents’ existing infrastructure to provide broadband capability, notably digital subscriber 
line (“DSL”) services.  In other words, state and federal unbundling obligations have had no 
negative impact on the RBOCs’ investment decisions to date, nor will they in the future.   
Instead, competition in the broadband market, which only can be preserved through the retention 
of the FCC’s current unbundling rules, has been the real catalyst for the RBOCs’ deployment of 
broadband.2   
                                                   
1  See SBC Telecommunications, Inc., Memorandum of Ex Parte Presentation, CC Docket Nos. 01-337, 01-

338, 02-33 and 02-52 (filed Oct. 28, 2002) at p. 11;  See Verizon Ex Parte Notification, CC Docket No. 01-
338 (filed Oct. 16, 2002) at p. 1. 

2   Indeed, as CompTel documents in the attached analysis of capital expenditures by all participants in the 
telecommunications services market, the ILECs, since 1996, have invested an incremental $50 billion over 
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Broken Promises 
 
 During the 1990s, the RBOCs approached several state commissions and state 
legislatures with promises to deploy broadband infrastructure in return for regulatory relief, often 
through the transition from rate of return regulation to price cap regulation.  CompTel presents 
the experiences of two states to demonstrate that even when an RBOC claims that it will upgrade 
its network infrastructure in return for relaxed regulation, the RBOCs do not always hold up their 
end of the bargain. 
 
 In 1995, the Indiana Utility Regulatory Commission (“Indiana commission”) agreed to 
relinquish certain aspects of its jurisdiction over Ameritech Indiana (now SBC) based on the 
Opportunity Indiana alternative regulation plan, which among other provisions placed a cap on 
the rates for basic local service in return for SBC’s promise to spend more than $120 million on 
infrastructure improvements for schools, hospitals and major government centers.3  This 
infrastructure investment, which was scheduled to take place over a six-year period, was to be 
over and above the normal infrastructure investment that SBC planned for the State of Indiana. 
 
 Unfortunately for Indiana consumers, SBC broke its promise to invest in network 
infrastructure that would benefit schools, hospitals and major government centers.  According to 
an April 1999 Order of the Indiana commission, SBC at best invested $17.8 million, or $62 
million less than the $80 million it should have invested as of that date.4  Even more troubling 
was the fact that the $17.8 million figure overstated the amount that SBC actually invested to 
serve these customers.  After reviewing SBC’s April 1998 Infrastructure Report, the Commission 
concluded that SBC counted infrastructure provided to customers that were not schools, hospitals 
or major government centers toward its infrastructure commitment under the Opportunity 
Indiana plan.  As stated by the Indiana commission,  
 

… apparently Ameritech Indiana considers its customers at an amusement park, a 
racetrack, discount and grocery stores, a hotel and an automotive plant all 
somehow qualify to receive benefits promised to schools, hospitals and 
government centers.  These represent only some of the more readily identifiable 
accounts listed by Ameritech Indiana as qualifying toward Opportunity Indiana 
expenditures.  Unfortunately, there are many more accounts that provide no clue 
to the customers’ characteristics. 5  
 

                                                                                                                                                                    
and above the most generous estimates of what their capital expenditures would have been absent the 
Telecommunications Act of 1996.  Measuring the Economic Impact of the Telecommunications Act of 
1996: Telecommunications Expenditures (1996-2001), (October 2001) p. 16-17. 

3  In the Matter of the Petition of Indiana Bell Telephone Company, Incorporated D/B/A Ameritech Indiana 
For The Commission to Decline to Exercise in Whole or in Part Its Jurisdiction Over, And Regulatory 
Procedures For, Ameritech Indiana’s Provision of Retail and Carrier Access Services Pursuant to I.C. 8-1-
2.6 et. seq., Cause No. 40849 (April 28, 1999). 

4  Id. at p. 5. 
5  Id. at p. 4. 
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A copy of this decision is attached is attached to this letter. 
 
 SBC is not the only RBOC that has broken a promise to invest in broadband 
infrastructure.  Chapter 30 of the Pennsylvania Public Utility Code, 66 Pa. 3001-3009, which 
became law in 1993, authorizes a local exchange carrier to petition the Pennsylvania Public 
Utility Commission (“Pennsylvania commission”) for approval of an alternative form of 
regulation in return for the commitment to implement a Network Modernization Plan (“NMP”).   
In October 1993, Bell Atlantic Pennsylvania (now Verizon) filed a petition for alternative 
regulation under Chapter 30 that included a commitment to “deploy the technologies necessary 
to provide universal broadband availability in 2015.”6  The original proposal stated that Verizon 
would deploy technology capable of supporting services requiring bandwidth of at least 45 
megabits per second (“Mbps”) or its equivalent.7  This commitment was subsequently revised in 
February 2000, with the approval of the Pennsylvania commission, to require the following: 
“…[Verizon will]  provide services at speeds of 45 Mbps or greater to a customer location within 
five business days…”8 
 
 Like SBC, Verizon broke its promise to the State of Pennsylvania.  Verizon notified the 
Pennsylvania commission in 2000 that it intended to meet its Chapter 30 requirements by 
deploying Digital Subscriber Line Services (“DSL”) throughout the state.  Of course, Verizon’s 
unilateral decision to deploy DSL service meant that Verizon, by definition, was refusing to meet 
its broadband deployment commitment.  This is because: (1) Verizon’s DSL offering only can 
achieve speeds of 1.5 Mbps in one direction, which is much slower than the 45 Mbps that 
Verizon had promised; (2) Verizon’s DSL product can only achieve 1.5 Mbps, or the slowest 
symmetrically available speed allowed by Chapter 30; and (3) DSL is a distance sensitive 
technology that can only achieve its maximum speed when the customer is less than 12,000 feet 
from the central office, thereby preventing most residential customers from achieving even 1.5 
Mbps.9   
 

Furthermore,  the Pennsylvania commission found that Verizon’s failure to meet its 
infrastructure deployment commitments extended beyond its unilateral substitution of an inferior 
narrowband technology.  The Pennsylvania commission expressed concern that Verizon would 
not deploy broadband to 50 percent of rural customers by 2004, a requirement of the NMP, and 
that residential DSL deployment lagged significantly behind deployment to business 
customers.10   The Commission concluded that “a significant number of Pennsylvania customers 
will not have DSL, a narrowband service as presently offered by Verizon PA, available before 

                                                   
6  Re: Verizon Pennsylvania, Inc. Petition and Plan for Alternative Form of Regulation Under Chapter 30 

2000 Biennial Update of Network Modernization Plan, P-00930715 (March 28, 2002) at p. 2. 
7  Id. 
8  Id. at p. 6. 
9  Id. at p. 13. 
10  Id. at p. 15. 
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2015.  The commission is concerned that Verizon PA has no statutorily mandated broadband 
service available now, or plans for it in the future, for residential customers.”11   

 
Of course, this assumes that Verizon’s DSL offering is deployed under optimal 

conditions using prudent engineering principles.  A recent consumer class action lawsuit against 
Verizon alleges that during the time period Verizon made the above referenced representations to 
the Pennsylvania commission, Verizon was fully aware that it would be unable to provide the 
service it promises in its advertising and that its DSL subscribers would experience significant 
delays in obtaining technical support.12  Therefore, it is unclear whether Verizon can even 
provide high-quality narrowband services to a limited customer base in the State of 
Pennsylvania. 
 
 A copy of this Pennsylvania commission’s decision is attached to this letter. 
 
Regulation Promotes Competition 
 
 State regulators, who have first-hand experience with the RBOCs’ broken promises, 
correctly rejected the argument that obligations which require the incumbent local exchange 
carrier (“ILEC”) to unbundled pieces of its network for use by competitors will somehow 
discourage investment in broadband facilities.  For example, on March 14, 2001, the Illinois 
Commerce Commission (“ICC”) issued a decision implementing the FCC’s December 1999 
Line Sharing Order that required SBC to allow competitors to line-share over all loop facilities, 
including fiber-fed loops provided through SBC’s Project Pronto network overlay.13  The ICC 
imposed this obligation despite threats from SBC Chairman Chief Executive Officer Ed 
Whitacre, Jr. that SBC would terminate DSL deployment in Illinois.  As stated by ICC 
Commissioner Terry S. Harvill, SBC’s ability to make this threat demonstrated the need for the 
continued implementation of such unbundling obligations: 
 

As we all know, the competitiveness of a market can easily be measured by the 
ability of one player to unilaterally control the supply of a good.  Mr. Whitacre’s 
statement is clear: Ameritech Illinois controls the market so completely that it 
can determine if more than a million customers in Illinois will have access to 
broadband services.  If the market were competitive, SBC/Ameritech would not 
be able to unilaterally halt the deployment of DSL infrastructure and deny those 
customers advanced telephony services.14 
 

                                                   
11  Id. at p. 16. 
12  Complaint, Forrest v. Verizon, at ¶ 21. Accessible at www.cmht.com/casewatch/cases/verizon.pdf 
13  Illinois Bell Telephone Company, Proposed Implementation of High Frequency Portion of Loop 

(“HFPL”/Line Sharing Service), Order, Docket No. 00-0393 (Illinois Commerce Commission March 14, 
2001) aff’d by Order on Rehearing (September 26, 2001). 

14  Letter from Terry S. Harvill, Commissioner, Illinois Commerce Commission, to J. Dennis Hastert, Speaker 
of the U.S. House of Representatives, March 29, 2001. (emphasis in original) 
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 Notably, arbitrators for the Public Utility Commission of Texas15 and the Public Service 
Commission of Wisconsin16 imposed similar line-sharing obligations on SBC, despite SBC’s 
threats that it would not deploy DSL in these states, either.  
 
 CompTel urges the FCC to learn from the experience of the state commissions and reject 
the RBOCs’ arguments that restricting or eliminating the FCC’s current unbundling obligations 
will spur broadband deployment.  These are empty promises, as demonstrated by the state 
experiences described in the attached orders.   
 

Instead, unbundling obligations imposed by the FCC, with implementation assistance 
from the state commissions, have been the catalyst for the explosive growth of broadband, both 
by new entrants and incumbent carriers.  This is because unbundling obligations allow new 
entrants to compete directly with the incumbent, creating the competitive pressure needed to 
force the ILECs to deploy broadband.  Indeed, DSL technology was first developed by the 
ILECs, though it was not deployed for fear that it would undercut their more expensive (and 
profitable) T-1 and ISDN services.  Because of the DSL competition made possible by the FCC’s 
unbundling policies, notably the  line-sharing requirement, the ILECs have been forced to deploy 
broadband in response to competitive pressure.  They will only continue their broadband 
deployment if DSL competition via line-sharing remains available.   

 
 Moreover, as the third anniversary of the FCC’s Line Sharing Order approaches, the 

FCC must acknowledge the success of its broadband policies to date. According to the FCC’s 
own figures, by year-end 1999, there were only 115,000 DSL subscribers in the U.S.  As soon as 
the FCC adopted line sharing rules, broadband deployment grew exponentially: by year-end 
2001, ADSL lines in service totaled 2.7 million, an increase of 36% over the first half of 2001.17   
That growth continues to expand at a rapid pace.  Today, at the end of the third quarter of 2002, 
there are about six million DSL lines in service in the U.S.  Notably, the RBOCs continue to 
report record DSL deployment levels, despite their complaints about the FCC’s onerous 
unbundling obligations. 
 

In conclusion, I urge the FCC to continue requiring the incumbent local exchange carriers 
to provide access to their networks on an unbundled basis so competitive carriers can provide 
broadband services to consumers.  The FCC must reject the RBOCs’ alleged commitment to 
deploy broadband if they are freed from regulation based on their long track record of broken 
promises.  In particular, the ILECs must be required to provide access to the high-frequency 
portions of their loop plant so that competitors can provide DSL services to consumers and small 
businesses.  This obligation has been vital to the development and deployment of broadband.  

                                                   
15  Petition of Rhythms Links, Inc. Against Southwestern Bell Telephone Company for Post-Interconnection 

Dispute Resolution and Arbitration Under the Telecommunications Act of 1996 Regarding Rates, Terms, 
Conditions and Related Arrangements for Line Sharing, Revised Arbitration Award, Docket 22469, (Public 
Utility Commission of Texas September 20, 2001). 

16  Investigation Into Ameritech Wisconsin’s Unbundled Network Elements, Final Decision, Docket No. 6720-
TUI-161, 109-110 (Wisconsin Public Service Commission March 21, 2001). 

17  http://www.fcc.gov/Bureaus/Common_Carrier/News_Releases/2002/nrcc0201.html 
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Indeed, without line sharing, there would be no competition in this market.  Competition benefits 
consumers by fostering innovation, higher quality services, and lower prices.  The FCC must 
preserve its existing line-sharing rules if it wants the broadband revolution to continue. 

 
Please contact me if you have any questions about the matters contained herein. 
 

Sincerely, 
 

 
 
H. Russell Frisby, Jr. 
President 

 
 

cc:  Chairman Powell 
 Commissioner Abernathy 
 Commissioner Copps 
 Commissioner Martin 
 C. Libertelli 
 M. Brill 
 D. Gonzalez 
 J. Goldstein 
 W. Maher 
 M. Carey 
 R. Tanner 
 J. Miller 
 T. Navin 
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Measuring the Economic Impact of the Telecommunications Act of 1996 

Executive Summary 
 

Enactment of the Telecommunications Act of 1996 removed the remaining legal 
barriers to competition for local telecom service, unleashing an explosion of capital 
spending by companies rushing to build competing networks and offer competitive 
services.  Capital spending by newly formed competitive carriers, existing long distance 
carriers (IXCs) and other telecommunications providers, seeking to benefit from 
opportunities promised by the new law, or reacting to the resulting wave of competition, 
stimulated capital investment in excess of that which would have been made had the law 
not been passed. 
 

New Paradigm Resources Group, Inc. (NPRG) has conducted an analysis of 
spending across the CLEC, Utility Telecom, IXC, ILEC, and cable industries to 
determine just how much of total capital spending during the period 1996 to 2001 is 
attributable to the ‘96 Act.  NPRG aggregated capital spending among competitive 
carriers, as direct beneficiaries of the ’96 Act, and measured the effect of enhanced 
competition on the remainder of the competitive telecom sector.  As a result, we conclude 
that over $150 billion in telecommunications capital expenditures resulted from 
enactment of the law.  The following chart reflects the capital spending by the respective 
market segments analyzed. 
 

Total ’96 Act-Related Capital Expenditures  
By Carrier Catergory 

1996-2001 
(Millions) 

Carrier Category Total Capital 
Expenditures

Voice-Focused CLECs $44,451

Independent Operating Carrier (IOC)-Owned CLECs $1,416

Utility Telecom CLECs $2,072

DLEC & Fiber LEC $16,357

Utility Telecoms $6,600

Additional IXC Capital Spending on Equipment Due to the ’96 Act $13,951

Additional ILEC Capital Spending on Equipment Due to the ’96 Act $47,083

Cable Broadband $18,400

Total Capital Expenditures $150,330
Source:  New Paradigm Resources Group, Inc. 

 
This total spending level attributable to the ’96 Act represents 2% of all U.S. 

capital spending and 28% of all communications spending by all market participants – 
wireline, wireless and cable – for the period.  The amount spent equals more than $520 
for every man, woman and child in the country.  This reflects a significant investment in 
our nation’s telecommunications infrastructure, which will create tomorrow’s economic 
growth.   

©2002, New Paradigm Resources Group, Inc.  Page 2 
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The Purpose of this Report 
 

One principal goal of the Telecommunications Act of 1996 (’96 Act) was to 
create a new national regulatory environment that stimulates the creation of 
technologically advanced, competing, yet interconnected telecommunications networks, 
over which new and existing carriers would offer consumers a host of familiar and new 
communications services. Notwithstanding the current state of the telecommunications 
industry, this goal has been largely realized. 
 

The capital expenditures pumped into the telecommunications industry beginning 
in 1996 financed the construction of a massive stock of communications infrastructure.  
Some would argue that this infrastructure will provide the asset base upon which the 
economy of the 21st century will be built.  
 

That having been said, we are unaware of any study to date that actually has 
attempted to measure the stimulative effect the ’96 Act has had on capital expenditures.  
Therefore, in this study New Paradigm Resources Group, Inc. (NPRG)1 has quantified 
the total dollar amount of capital investment contributed by major carrier groups—
Competitive Local Exchange Carriers (CLECs), Utility Telecoms, long distance carriers 
(IXCs), Incumbent Local Exchange Carriers (ILECs) and cable broadband providers—
during the period from 1996 to 2001, which is attributable to the enactment of the ‘96 
Act. 
 
 
Our Methodology 
 

In order to measure capital spending that could reasonably be attributed to the 
existence of the new law, NPRG took two steps.  First, we aggregated the total capital 
expeditures made by the facilities-based CLECs.  Although a significant handful of 
competitive carriers were formed as competitive access providers (CAPs) prior to the ‘96 
Act, the CLECs certainly owed their ongoing operations to its enactment.  

 
Second, we identified and allocated relevant capital spending by the Utility 

Telecoms, IXCs, and ILECs.  The ’96 Act had the effect of creating actual and perceived 
growth in wholesale services demand, spurring spending by the utilities and IXCs.  The 
law also had the effect of pushing the ILECs to spend more, both to comply with pro-
competitive mandates and to take advantage of new opportunities created by the ’96 Act. 

 
In all of these allocation exercises, NPRG sought to be conservative in attributing 

spending to the ’96 Act and in excluding items from double counting.  Where there was 
subjectivity involved in whether to include an item as associated with a response to the 
Act, we tended to exclude that item from our allocation.  However, many of these 

                                                 
1 New Paradigm Resources Group, Inc. (NPRG) is a research and consulting firm focusing on competitive 
telecommunications companies and markets.  On the basis of its ongoing research and analysis, NPRG 
publishes a range of telecom segment reports. These reports include:  CLEC Report™ (Editions 1-16), 
Broadband Provider Report™ (Editions 1-2), Utilities in Telecom Report™ (Editions 1-2), Competitive 
IOC Report™, Gig-E/MAN Report™, DSL Report™ (Editions 1-2), and BLEC Report™ (Editions 1-2). 
 

©2002, New Paradigm Resources Group, Inc.  Page 3 
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subjective topics were affected by the Act.  Finally, in cases where we have attempted to 
measure the indirect, or flow-through effects of the Act we have been scrupulously 
conservative.   
 
 
What the ’96 Act Did 
  

 Immediately after passage, the ’96 Act spurred communications investment and 
spending, most directly within the facilities-based Competitive Local Exchange Carrier 
(CLEC) sector.  But the ’96 Act was by no means the beginning of the boom, nor was it 
the only factor.  In fact, Competitive Access 
Providers (CAPs) such as Brooks, MFS, and 
TCG already deployed local telecom 
infrastructure before the ’96 Act. 3  But what 
the law did do was nationalize a public 
policy that was already moving away from a 
regulated monopoly regime in favor of 
competitive markets for local dial tone.  
Investors knew that once let out, the genie 
would not be returned to the bottle. 

Table 1:   
Total U.S. Communications Service 

Provider Capital Expenditures2  
(1996-2001) 

Year 

Communications 
Capital 

Expenditures 
(billions) 

Year-over-
Year 

increase 

1994 $37 - 
1995 $38 3% 

   
1996 $48 26% 
1997 $57 19% 
1998 $77 35% 
1999 $99 29% 
2000 $135 36% 
2001 $114 -16% 

Total for 
period  

1996-2001 
$530 138% 

Source:  U.S. Census Bureau, NPRG Analysis & 
Estimates

 
Moreover, by 1996, the Internet 

boom was underway, a motivating stimulant 
that pushed carriers to lay fiber in 
expectation of 1,000% per year growth in 
data traffic.4  Coupled with a simultaneous 
explosion of new technology 
announcements, the Internet and wider “dot-
com” mania certainly had an impact on 
carriers’ decisions to spend dollars on 
capital goods, in particular fiber 
infrastructure.   

 
And spend they did (see Table 1 and Charts 1 and 2).  The nearly flat 3% yearly 

increase of 1995 withers in the face of an astounding communications capital spending 
growth rate of 36% in 2000.  During the same period, communications as a percentage of 
overall capital spending also jumped, more than doubling from 5% to almost 12%. 
                                                 
2 “Total U.S. Communications Service Providers Capital Expenditures” is derived from the U.S. Census 
Bureau’s Annual Capital Expenditures reports for 1994-2000.  It includes wired, wireless, cable, satellite, 
telecommunications reseller, and other telecom capital expenditures for 1999 and 2000.  For 1996-1998, 
the number is derived from a single category entitled “Telephone and other communications services.”  The 
totals for 2001 are NPRG estimates. 
 
 
3 For more on the evolution of CAPs into CLECs, see p. 32 of Richard G. Tomlinson, Ph.D, Tele-
Revolution, Telephone Competition at the Speed of Light, A History of the Creation of the Competitive 
Local Telephone Industry 1984-2000, May 2000, Penobscot Press.  See also Martin F. McDermott III, 
CLEC, An Insider’s Look at the Rise and Fall of Local Exchange Competition, July 2002, Penobscot Press. 
 
4 See references to WorldCom in Wall Street Journal, “Behind the Fiber Glut,” September 26, 2002. 
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Chart 1:  
Total U.S. Capital Expenditures & 

Communications Industry Capital Expenditures
 1994-2001
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* Using this log rhythmic scale, we can see that communications capital 
expenditures grew at a faster rate than overall capital spending across the 
economy, jumping from a 6.3% share of all capital expenditures in 1996 to 
a high of 11.5% in 2000, the year of highest carrier spending.  This points 
to increased capital expenditures after the ’96 Act. 

 
The ’96 Act certainly concentrated the attention of entrepreneurs and investors on 

competitive local telecom as an opportunity to sell local voice and data service.  This in 
itself was an opportunity for profit. 

 
But coupled with the decade-earlier breakup of the long distance monopoly, the 

’96 Act also induced the belief that communications was achieving complete 
competition, bringing an almost messianic belief that there would be massive growth, that 
the resulting growth would be fast, and that it would drive the development of a new 
economy predicated on rich, pervasive connectivity.  
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Chart 2: U.S. Communications 
Industry Year-over-Year Capital Expenditure Increase
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It was universally agreed that the copper-based local exchange was a bottleneck 
that was the single most dangerous impediment to the rollout of advanced connectivity.  
The ’96 Act was expected to facilitate the breaking of that bottleneck.  By removing the 
legal barriers to the last mile, the ’96 Act motivated widespread desire to invest in 
infrastructure deployment and services rollout.  From a rational perspective, the risk of an 
unbreakable local bottleneck was mitigated. 

 
The after-effect of the ’96 Act 

was to further chisel away at this risk 
by rapidly creating a competitive local 
market and market-support structures.5  
The growing list of CLECs and other 
competitive carriers included many 
that were competing with the Bell 
Operating Companies (BOCs) to offer 
voice services.  But many others also 
began to focus on data transport and 
connectivity.  The likes of Covad, 
NorthPoint and Rhythms spurred DSL 
deployment, ultimately pushing the 

fund
expl
tech
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noti
be c
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now

             
5 See Tom
trade grou
growth, w
providing
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larger BOCs to move beyond their fear 

                                    
linson and McDermott for detail on the rapid development of the CLEC market and its associated 
ps.  NPRG’s editions of the CLEC Report™ quantitatively describe the speed of the segment’s 
ith the 1997 edition (looking back at 1996) assessing the activities of no fewer than 90 companies 
 or about to provide competitive telecom service and the 1998 edition covering 160 companies. 
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of cannibalizing dedicated access revenues by deploying DSL.  Still others such as MFS 
and Focal were at the vanguard of offering competitive collocation and local connectivity 
to ISPs, altering the process and economics of Internet provisioning.6 
 

As a result of the ’96 Act, five major groups of carriers set out to re-build the last 
mile.  The facilities-based CLECs, Utility Telecoms, IXCs, ILECs, and cable broadband 
providers spend considerable amounts in anticipation of participating in this telecom 
revolution.  These are the groups we have assessed for this report. 
 
Facilities-Based CLEC Spending 
 
 

                                                

We first look at the capital spending of the companies directly stemming from the 
’96 Act—the facilities-based CLECs.  To capture the capital expenditure total for this 
group, NPRG executed a two-step process.  First, we broke down the facilities-based 
CLEC industry into four sub-categories:  Traditionally Voice-Focused CLECs; 
Independent Operating Carrier (IOC)-owned CLECs; Utility CLECs; and data CLECs 
(DLECs)7 and Fiber LECs (See Table 2 below).  This enabled us to make sure that all 
relevant companies were considered.  Second, we calculated capital expenditure totals for 
all companies, aggregated these numbers by sub-category, and then created a total 
aggregating all four sub-categories. 
 
 
  
  
     
  
 
  
 
         Source:  New Paradigm Resources Group, Inc. 

Table 2:  
Facilities-Based CLEC Sub-Categories 

Traditionally Voice-Focused CLECs 
IOC-Owned CLECs 

Utility Telecoms 
DLECs (including BLECs) & Fiber LECs 

  
NPRG utilized its proprietary data and research (primary/secondary) and relied on 

its expertise in the telecommunication space as a basis for the first sub-category, 
facilities-based CLECs. Table 3 lists some of the carriers that we analyzed for this sub-
category.  We aggregated yearly capital expenditure numbers for all public and private 
carriers8 for the years 1996-2001.   

 

 
6 See Tomlinson, p. 291, in which MFS Chairman Jim Crowe is quoted as saying “when the players are 
able to bundle local and long distance Internet service provision, there will be an alignment.  There will be 
tremendous opportunity for those that have facilities in the bottleneck portion of that equation which 
continues to be the local loop…Our facilities in the local loop are no less valuable for the provision of 
Internet services than they are for the provision of voice services.” 
 
7 Through our coverage of the DLECs, we also look at the Building Local Exchange Carriers (BLECs).  
 
8 For private carriers, we attempt to capture a number or range through ongoing discussions with 
management.  We also develop capital expenditure models based on discussions with a wider group of 
personnel at each company, on an analysis of the amount of infrastructure deployed by each company, and 
on an assessment of total funding. 
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We chose to exclude the capital spending of CLEC resellers and ISPs that have 
invested in infrastructure for planned deployment of voice or for Internet phone service.  
Reseller spending would have likely occurred in the absence of the ’96 Act.  Moreover, it 
is certainly minimal.  Regarding Internet telephony expenditures, it is doubtful that a 
realistic estimate could be calculated.  And again, the capital spending total is small and 
would not materially affect overall numbers. 
 

Table 3: 
A Sampling of Traditionally  

Voice-Focused CLECs 
Allegiance Telecom, Inc. Mpower Communications 

AT&T Corp. (Local) Time Warner Telecom, Inc. 
Cablevision Lightpath, Inc. Winstar Communications 

Focal Communications Corp. WorldCom, Inc. (Local) 
McLeodUSA, Inc. XO Communications 

    Source:  New Paradigm Resources Group, Inc. 
  

Table 4 lists our capital expenditure calculations for the traditionally voice-
focused CLECs by year for the period 1996-2001. 
 

Table 4: 
Traditionally Voice-Focused CLEC Capital Expenditures 

1996-2001 
(Millions) 

Year 1996 1997 1998 1999 2000 2001 Total  
(1996-2001)

Capital Expenditures $1,550 $3,076 $5,938 $9,999 $13,890 $9,998 $44,451 
Source: New Paradigm Resources Group, Inc. 
 
 The next sub-category was those IOC-owned CLECs pursuing an edge-out 
strategy.9  Edge-out CLECs have relied on their parents’ infrastructure and reputations to 
compete in adjoining BOC territories.  But for the ’96 Act, these carriers would have 
been prohibited from such an “out-of-territory” strategy.  Table 5 provides a sampling of 
the 102 carriers analyzed for this sub-category. 
 

Table 5:   
A Sampling of  

IOC-Owned CLECs  
CenturyTel, Inc. Northland Communications Group 

CTSI, Inc. NTELOS, Inc. 
HickoryTech Otter Tail, Inc. 

Logix Communications Enterprises, Inc. TDS Metrocom 
Madison River Communications XIT Communications 

    Source: New Paradigm Resources Group, Inc. 
 

                                                 
9 See NPRG’s Competitive IOC Report™ for more information on 102 such operations. 
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NPRG fully analyzed 32 of the companies in the category.  As for the remaining 

70, we developed a model to estimate capital spending, using conservative assumptions.  
These 70 companies constitute a small percentage of total capital spending.  For example, 
the 2001 estimated capital expenditure total for these 70 came to only 28.5% of 
ALLTEL’s entire competitive telecom spending, and less than 10% of all category capital 
spending for the year.10   
 

Table 6 provides the yearly totals for the IOC-owned CLEC sub-category. 
 
 

Table 6: 
IOC-Owned CLEC Capital Expenditures 

1996-2001 
(Millions) 

Year 1996 1997 1998 1999 2000 2001 Total  
(1996-2001)

Capital Expenditures $0 $2 $81 $260 $502 $571 $1,416 
        Source: New Paradigm Resources Group, Inc. 
 
 
 The next sub-category of CLECs we analyzed for this study was the utility-owned 
CLECs.11  Table 7 provides a sampling of the 10 companies assessed.   
 
 These carriers are CLECs organized by utility companies to take advantage of the 
’96 Act.  They differ from the utility telecoms in the next section in that, as CLECs, they 
provide local dial tone.  The utility telecoms are non-certified wholesale transport 
providers. 
 
 

Table 7: 
A Sampling of Utility CLECs 

Black Hills FiberCom, L.L.C. MP Telecom 
Digital Teleport Inc. Reliant Energy Communications, Inc. 

ExOp of Missouri, Inc. TXU Communications 
Source: New Paradigm Resources Group, Inc. 
 
 

                                                

Table 8 provides the yearly totals for the utility CLEC sub-category. 
 

 
10 It also important to note here that while we developed a complete list of IOCs presently edging out of 
territory through a CLEC operation, many of the other approximately 975 ILECs across the U.S. are 
preparing to roll out such service.  Some have only upgraded their technology with the expectation of 
edging out of territory and begin competing with other ILECs; others have actually purchased additional 
equipment for their CLEC strategy.  We have not attempted to capture an estimate of this total as it would 
be difficult to measure and any calculation would be highly speculative. 
 
11 See NPRG’s Utlities in Telecom Report™, 2nd Edition, for more information on these carriers. 
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Table 8: 

Utility CLEC Capital Expenditures 
1996-2001 
(Millions) 

Year 1996 1997 1998 1999 2000 2001 Total  
(1996-2001)

Capital Expenditures $30 $40 $121 $652 $580 $649 $2,072 
      Source: New Paradigm Resources Group, Inc. 
 

The next sub-category, the DLECs and Fiber LECs, is itself made up of many 
sub-groups, including the competitive DSL and Gigabit-Ethernet (Gig-E) players (see 
Table 9 for a sampling of these companies), the Building Local Exchange Carriers 
(BLECs) (see Table 10), and the Fiber LECs (see Table 11).12  
 

Table 9: 
A Sampling of DLECs (DSL & Gig-E sub-group) 

@Link Networks IP Communications 
Cogent Communications NorthPoint Communications 

Covad Communications Company Rhythms NetConnections 
DSL.net, Inc. Sphera Optical Networks, Inc. 

GiantLoop Network Inc. Yipes 
  Source: New Paradigm Resources Group, Inc. 
 
 

Within this category, we included capital expenditure data from 15 DSL and 10 
Gig-E/MAN providers, all of which are facilities-based CLECs.  We have also 
thoroughly analyzed all eight of the CLEC-certified fiber layers, as well as the 17 carriers 
that pursued the BLEC model between 1999 and today. 
 
 

Table 10: 
A Sampling of DLECs (BLEC sub-group) 

Allied Riser Communications EurekaGGN 
Cypress Telecommunications 

Corporation Everest Broadband Networks 

e-link Communications PhatPipe 
   Source: New Paradigm Resources Group, Inc. 

 
 
 

 

                                                 
12 See NPRG’s Broadband Provider Report™, DSL Report™, Gig-E/MAN Report™, and BLEC Report™ 
for more about the carriers in this sub-category.   
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Table 11: 
A Sampling of Fiber LECs 

American Fiber Systems, Inc. Looking Glass Networks 
Cambrian Communications Metromedia Fiber Network, Inc. 

FiberNet Telecom Group, Inc. NEON Optica, Inc. 
Level 3 Communications Parker Fibernet, L.L.C. 

 Source: New Paradigm Resources Group, Inc. 
 
 

Table 12 provides the yearly totals for the DLEC and Fiber LEC sub-category.13  
 
 

Table 12:   
DLEC & Fiber LEC Capital Expenditures 1996-2001 

(Millions) 

Year 1996 1997 1998 1999 2000 2001 Total  
(1996-2001)

Capital Expenditures $0 $250 $583 $3,581 $6,144 $5,799 $16,357 
     Source: New Paradigm Resources Group, Inc. 
 
 

By adding up these four CLEC sub-categories we get $64.3 billion, the lower 
bound for our analysis of ’96 Act-related capital spending (see Table 13 and Chart 3). 

 
 

Table 13: 
Total Facilities-Based CLEC Capital Expenditures 

1996-2001 
(Millions) 

Year 1996 1997 1998 1999 2000 2001 
Total  
(1996-
2001) 

Capital 
Expenditures $1,580 $3,368 $6,723 $14,492 $21,116 $17,017 $64,296

Source: New Paradigm Resources Group, Inc. 
 
 
 
 

                                                 
13 As a point of methodology, NPRG conducted its analysis to avoid double counting between this CLEC 
analysis and our long distance carrier analysis below.  Thus, special consideration was given to carriers 
such as Level 3, which have both local and long distance spending components. 
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Chart 3: 
Facilities-Based CLEC Capital Expenditures By Year

(1996-2001)
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Source: New Paradigm Resources Group, Inc. 
 
 
Utility Telecom Spending 
 

Apart from the utility CLECs analyzed above, NPRG fully analyzed 35 utility 
telecom companies (see Table 14).  In the course of conducting research on the dark fiber 
market, moreover, we assessed a wider array of utility-related communications 
operations.14  
 

Our ongoing research illustrates that the motivation of these companies’ utility 
parents to enter communications was a reaction to metro-area growth stemming out of 
CLEC growth—in other words, out of the ’96 Act.  We corroborated this point during our 
dark fiber research,15 as well as during research into wholesale private line carriers.16  
NPRG sees these carriers’ spending as a direct result of the ’96 Act. 
 

As with the facilities-based CLEC analysis above, we conducted capital 
expenditure analysis across all the companies and aggregated company totals.   

 
 
 

 
 
 
 

                                                 
14 NPRG, Assessment of Dark Fiber Providers, January 2002 (78 Pages). 
 
15 Ibid. 
 
16 NPRG, Wholesale Special Access: Markets, Competitors, Products and Trends, September 2002 (681 
pages). 
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Table 14: 
A Sampling of Utility Telecom Operations 

Aerie Networks, Inc. PECOAdelphia Communications 
AFN Communications Progress Telecom 

C3 Networks Seren Innovations 
El Paso Global Networks Sierra Pacific Communications 

FPL FiberNet, LLC Touch America 
GPU Telecom Services, Inc. Vectren Communications Services 

   Source: New Paradigm Resources Group, Inc. 
 

 
Table 15 lays out the capital spending resulting from the analysis we conducted of 

this category. 
 
 

Table 15: 
Utility Telecoms Capital Expenditures 

1996-2001 
(Millions) 

 Total  
(1996-2001) 

Utility Telecoms Capital 
Expenditure Total $6,600 

           Source: New Paradigm Resources Group, Inc. 
 
 
Additional IXC Capital Spending on Equipment Due to the ’96 Act 
 
 For long-haul carrier capital spending on equipment, NPRG calculated an 
estimate attributable to the ’96 Act. 
 
 

                                                

IXC capital spending on equipment jumped dramatically in anticipation of larger 
amounts of voice and data coming out of the metro due to the ’96 Act, as well as data 
increases stemming from the Internet expansion, itself spurred on by the effects of the 
new law.  After the ’96 Act, long-haul providers’ spending was primarily on “fiber cable, 
high-speed SONET, and DWDM optical transport systems, digital cross connects, ATM 
switches/gateways and IP routers,” equipment intended to increase their ability to deal 
with the increasing demand for bandwidth at the local exchange level.17  
 
 We began by setting out to find pre-1996 capital spending data.  Based on a set of 
1988-1995 central office (CO) equipment expenditure data,18 we forecasted a post-1996 

 
17 Quote is from Skyline Marketing Group, CapEx Report™, First Quarter 1999.  This view, however, is 
voiced across numerous other studies conducted during the period. 
 
18 TIA’s Carrier Equipment Spending Charts, 1997-2002 Telecommunications Market Review and Forecast 
reports.  
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trend line to develop a picture of what equipment spending would look like in the 
absence of the ’96 Act (see Chart 4).  By comparing this “What if?” forecast with actual 
post-1996 spending, we calculated a percentage spread between actual and expected 
spending.   
 

Chart 4:  
Capital Spending on Central Office Equipment 

(Post-1996 Trend Estimated without Effects of '96 Act)
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 We chose to apply this actual-over-expected calculation only to long-haul 
equipment spending.  This minimized the possibility of capturing spending on new 
Operational Support Systems (OSS) and other purely operational improvements that 
carriers, like many companies during the 1990s, were drawn into by the IT boom. 
 
 NPRG also lowered the actual-over-expected percentage spread before applying it 
to the range of equipment beyond CO expenditures.  The logic here is that these other 
forms of equipment spending might have been expected to grow more quickly post-1996 
than CO equipment spending.19 
 

The revised percentage spreads illustrated in Table 16 were then applied to the 
expected yearly equipment capital spending totals we developed.20  Chart 5 illustrates 
actual expenditures relative to expected capital spending for the period. 21 

 
 
 

                                                                                                                                                 
 
19 A total of two basis points was shaved from the spreads for 1996-97, three from 1998-99, four from 
2000, and two from 2001. 
 
20 TIA, Telecommunications Market Review and Forecast 2002. 
 
21 The totals were vetted for all overlapping between spending in this analysis and IXC capital expenditures 
related to CLEC operations and included in the CLEC analysis above. 
 

©2002, New Paradigm Resources Group, Inc.  Page 14 



Measuring the Economic Impact of the Telecommunications Act of 1996 

 
 
 
 

Table 16: 
Calculated Yearly Spreads 

Actual over Expected  

Year Spread 
1996 37% 
1997 45% 
1998 56% 
1999 59% 
2000 69% 
2001 34% 

Source: New Paradigm Resources Group, Inc. 
 
 
 

Chart 5:  IXC Cap Ex on Equipment:  Actual Versus 
Estimated without the '96 Act 

(Less Overlaps with Other Analyses in this Report) 
(1996-2001)
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 Table 17 breaks the final calculation down by year for the period 1996-2001, 
providing us with the surplus of IXC equipment capital spending attributable to affects of 
the ’96 Act. 
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Table 17: 
Calculation of ’96 Act-Related  

IXC Capital Expenditures on Equipment 
(Less Overlaps with Other Analyses in this Report) 

1996-2001 
(Millions) 

Year Expected Equipment 
Capital Spending 

Actual Equipment 
Capital Spending 

Incremental 
Increase 

1996 $2,045 $2,800 $755 
1997 $2,276 $3,300 $1,024 
1998 $3,204 $5,000 $1,796 
1999 $5,474 $8,700 $3,226 
2000 $6,493 $11,000 $4,507 
2001 $7,557 $10,200 $2,643 

    

TOTAL $27,049 $41,000 $13,951 
    Source: New Paradigm Resources Group, Inc.          
 
 
Additional ILEC Capital Expenditures on Equipment Due to the ’96 Act 
 
 

                                                

It has not only been the IXCs that increased capital spending as a result of the ’96 
Act.  The Incumbent Local Exchange Carriers (ILECs), including the Bell Operating 
Companies (BOCs) and Independent Operating Companies (IOCs), also increased their 
capital expenditures in response to the newly competitive environment. 
 
 The ILECs’ portion of total wireline equipment spending fell from 76% to 66% 
between 1996 and 2001.  The CLECs and IXCs boosted capital spending much more 
aggressively than the ILECs from 1996 to 1999.  In 2000, however, the ILECs increased 
their capital expenditures on equipment by a massive 21%.22  As they were forced past 
their fear of cannibalizing their dedicated access revenues by the growth in competitive 
DSL, they started pumping up their capital spending in response to what was clearly real 
competition in both the voice and data categories.  This competition and the resulting 
capital spending increases were a direct effect of the ’96 Act. 
 
 NPRG measured the ILECs’ additional capital spending using largely the same 
techniques as applied to the IXCs above.  Again, we applied the percentage spreads of 
actual over expected from Table 15, and pulled out capital spending that overlaps with 
other analyses.  The calculations follow in Table 18. 
 
 

 
22 All previous statistics in this paragraph taken from TIA, Telecommunications Market Review and 
Forecast 2002. 
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Table 18:  
Calculation of ’96 Act-Related  

ILEC Capital Expenditures on Equipment 
(Less Overlaps with Other Analyses in this Report) 

1996-2001 
(Millions) 

Year Expected Equipment 
Spending 

Actual Equipment 
Spending 

Incremental 
Increase 

1996 $13,608 $18,636 $5,028 
1997 $14,251 $20,659 $6,408 
1998 $14,409 $22,486 $8,077 
1999 $15,144 $24,070 $8,926 
2000 $17,061 $28,903 $11,842 
2001 $19,447 $26,249 $6,802 

    

TOTAL $93,920 $141,003 $47,083 
    Source: New Paradigm Resources Group, Inc.   
 
 
Effect on Cable Broadband Capital Spending 
 
  Cable’s ongoing deployment of telephony service is a direct result of the ’96 Act.  
We captured these cable capital expenditures related to telephony in the CLEC analysis 
above.  It is also important to consider, however, certain other aspects of the cable 
industry’s capital spending. 
 
 Cable’s aggressive broadband deployment is another effect of the ’96 Act.  The 
reason we assert this is two-fold.  First, the ’96 Act created a core of aggressive 
competitors that appeared to be creating an alternate infrastructure to compete with the 
cable companies.23  The introduction of competitors aggressively talking about 
convergence—and thus the potential for combined video, voice and data—forced cable 
operators into a faster rollout of broadband data services.  Second, the competition that all 
sides began feeling as a result of more carriers pushed most players into marketing 
bundles of services.  Again, this put pressure on the cable companies to aggressively 
deploy broadband as part of a wider package of goods to compete with other broadband 
industries. 
 
 

                                                

To capture the amount of capital spending associated with cable’s broadband 
rollout, we began by calculating the number of cable broadband subscribers passed, using 
the latest available figures (see Table 19).   
 

 
23 The development of broadband infrastructures generally, but IP and other packetized services 
specifically, suggested the convergence of video, voice, and data. 
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 Our next step was to determine how much capital, per subscriber, was expended 
to deploy cable broadband.  This data was uncovered in investment banking analyses of 
the industry. 24   
 
 

Table 19:  
Total Cable Broadband Subscribers 

(June 30, 2002) 

TOTAL 9,200,000 
       Source: National Cable & Telecommunications Association 
 
 
 Table 20 provides a breakdown of subscribers, capital spending per subscriber, 
and the resulting cable broadband capital expenditure total.25 
 
 

Table 20:  
Total Cable Broadband Capital Spending 

1996-2001 

Total Subscribers 9,200,000 
Capital Expenditures per 

Subscriber $2,000 

Total Cable Broadband Capital 
Expenditures (Millions) $18,400 

      Source: New Paradigm Resources Group, Inc. 
 

 
Categories Not Included in this Report 
 
 The conclusions of this survey are also notable for the capital expenditure 
numbers not included: 
 

• First, we decided not to include the capital spending of vendors, opting to include 
only carrier spending. 

 
• Second, we did not include mobile wireless providers.  The dynamics of this 

industry are different from wireline, and while their capital spending might in part 
have been affected by the ’96 Act, this would be very difficult to measure. 

 

                                                 
24 The range used was $2,100 to $2,650 in net present value (NPV) capital spending per residential 
broadband subscriber, which we rounded down to $2,000.  The final range comes from First Union 
Securities, Residential Broadband Carrier Industry, September 2000, p. 17. 
 
25 By multiplying the $2,000 amount by Table 18’s 9.2 million-subscriber total, we are left with a total of 
$18.4 billion in capital spending for broadband deployment.  Because this calculation only included present 
subscribers—and not households passed—coupled with the fact that capital spending per head would be 
higher in the beginning of a rollout (until the total is distributed across a larger, terminal number of 
subscribers), this is a low-end calculation of ’96 Act-related spending. 
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• Third, we did not include cable industry capital spending beyond that associated 
with telephony and broadband deployment.  This is, however, an important 
category, one that merits analysis to better determine the connection between its 
capital spending totals and the ’96 Act. 

 
 
Conclusion 
 
 Table 21 illustrates the aggregation of totals developed across our CLEC, Utility, 
IXC, ILEC, and cable industry analyses.  It represents a massive 28% of all 
communications capital spending during the period ($530 billion from Table 1).26  This 
means that ’96 Act-related capital spending added almost 2% to overall U.S. capital 
expenditures for the period, a material amount. 
 

Table 21:  
Total ’96 Act-Related Capital Expenditures Across 

Competitive Carriers 
1996-2001 
(Millions) 

Carrier Category Total Capital 
Expenditures 

Voice-Focused CLECs $44,451 

IOC-Owned CLECs $1,416 

Utility Telecom CLECs $2,072 

DLEC & Fiber LEC  $16,357 

Utility Telecoms $6,600 

Additional IXC Capital Spending on Equipment Due 
to the ’96 Act $13,951 

Additional ILEC Capital Spending on Equipment 
Due to the ’96 Act $47,083 

Cable Broadband $18,400 

Total Capital Expenditures $150,330 
 
 This total amounts to more than $520 for every man, woman and child in the 
country.  Moreover, this capital spending reflects a significant investment in our nation’s 
telecommunications infrastructure, which will contribute to tomorrow’s economic 
growth.  
                                                 
26 This represents all communications spending, including wireline, wireless, and cable. 






























































